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♦HOff TO JUDGE A HOTEL LEASE 

I. Ihe City's Effect on the Hotel's Valuation 

The first in a series of articles that will 
discuss in clear and non-technical detail 
the various steps that the owner and lessee 
should take in arriving at a fair rental 
hasis 

By Chester B. McLaughlin Jr. 
Counsellor at Law 



The well known but mythical Mr- Doe, having had some exper- 
ience as the manager of a hotel for a corporation, and having ac- 
quired some capital, desires to operate a hotel on his own account. 
He is not particular in what locality,, or even in what part of the 
country it is situated, provided it presents for him the greatest 
opportunity for success. He has decided upon a moderate sized, 
first class hotel of approximately 150 rooms, to he situated in a 
small city. His capital is not sufficiently large to permit the 
construction of a building for his purposes, but on investigating 
he has fovmd that there are hotels available for lease in the 
cities of Ardmore, Belleville and Clarkf ield* He mast consider 
in turn: first, the desirability of the proposed lease in each 
particular city and on each site; second, the general terms tinder 
whillihe is willing to tmdertake the lease, including the length of 
time it is to run and the amount of rentals; third, the arrangements 
necessary for getting his project under way; and fourth, an analysis 
of the provisions of a typical hotel lease* 

» 

Mr. Doe has determined to pay a visit to each of these three 
cities to make the selection of his hotel. While on the train to 
Ardmore he. turns over in his mind the various questions to be con-- 
sidered. In the first place,, v^ich of the three cities presents 
the greatest opportunity for success for his hotel? This must be' 
settled first, since a good site in a poor city will obviously be 
of little value. Yet, should the site be unusually attractive, 
there will be a ten^tation to overlook the all-important consider- 
ation of the desirability of the city. 

Many factors must be passed upon before the simple query of 
the city's desirability can be answered. In the November issue of 
Hotel Management there was reprinted from Systsn an admirable dis- 
cussion of this general subject in an article by Prank A. Dudley, 
entitled "Sizing Up a Town's Buying Power"- It is unnecessary, 
therefore, to more than touch on the high li^ts of this phase of 
the subject. 

There is, first, the growth of the town. Is its population in- 
creasing, decreasing or stationary? If decreasing, unless there is 
satisfactory explanation, or xinless there are fairly safe probabili- 
ties of conditions changing in the immediate future, the city must 
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be rejected, except for a very short-term lease. If the population 
is stationary, the city may or may not he attractive, depending upon 
whether its recent hotels are sufficient for its needs, and whether 
the population is likely to increase in the near futvire. If it 
appears that the population is increasing the next query must be 
whether there has been a steady increase, or whether the increase has 
been compressed into a few years. If the latter, the increase is 
probably due to some condition other than the normal growth of a busy 
town, as, for example, the establishment of new industries employing 
a large manber of day laborers. 

If it is found that the population is increasing, further inquiry 
must also be made as to the elements of which the increase is coi&- 
posed, for it is of importajice only if the new citizens are of a type 
which Would tend to support a hotel. Thus, a large influx of day 
laborers, while showing an increase in population, would hold out no 
inducements to a hotel man. If, however, there is a steady, normal 
growth in population, composed of all classes of people, it will be 
safe to assume that so far the city will prove good soil for the new 
venture. 

The Factor of TIBiolesale Business 

Inquiry should next be made as to the wholesale business situa^ 
tion in the town, for if there is a large output of manufactured goods, 
or of locally produced materials of foodstuffs, it will be a safe con- 
clusion that the town is a promising one. Wholesale business means 
that goods are being sold or "exported", so to speak, in large qoan- 
titites, and that money is accordingly flowing back into the town. 
This money will be spent in the city, and where money is to be spent 
there will be a demand for hotels. Of course, instances arise where 
the wholesale business is conducted by a branch of a national corpor- 
ation, the stock of which is widely held. While in such cases the 
profits of the business will not be spent in the town, this usxxally 
indicates the presence of a niunber of well-paid employees who must 
spend their money there. 

Haviig ascertained that the town is carrying on an impressive 
amount of wholesale business, ' inquiry must next be made as to whether 
or not the businesses contributing to the total output are diver- 
sified or centralized. That is, how many different concerns are con- 
tributing to the total, and in what types of business are they 
engaged. Various instances come to mind of cities which have be- 
come specialized in one particular type of manufacture. In such 
cases there will be scores of firms and corporations there, all 
engaged in the same competing business. 

In some cases this centralization is by reason of natural 
resources, as in the oil cities, while in others it is less readily 
explicable, as, for example, Detroit and Cleveland, the "automobile 
cities". If it appears that the industries of the city under 
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consideration are not well diversified, it is well to consider the 
possibilities of the waning of the demand for its products. In the 
case of agricaltural products, meats and other foodstuffs, the demand 
cannot be decreased so long as the population of the nation continues 
to increase. 

Many other instances are recalled, however, of industries vdiich, 
once a beehive of activity, have now largely fallen into disuse. Among 
these may be numbered the production of lumber and the manufacture of 
carriages, gas applicances and bicycles. Who would have ventured to 
predict 30 years ago that today the business of manufacturing bug- 
gies, then one of life's necessities, would not be almost non-existant. 



An Example of a "One-Industry" Town 

As another example, take the case of one city which 60 years 
ago was little more than a Itimber camp, situated, as it was, in the 
heart of an unbrolrsu faras';. A group of venturesome capitalists 
built a railroad with a terminal there, and soon freight trains were 
toiling out of the station with an almost unending stream of fresh^* 
cut lumber. The logger's caiTp became a city over night. Unlike the 
mining camps, however, it continued in existence for many years of 
almost undiminished pvofiperity. But gradually the timter supply dis- 
appeared, and ten year; a^o the amount shipped liad sunk to an almost 
negligible quantity'- fhe impressive office building's of the 70's, 
with which the main bi;reet was lined, were semi-vacanv; and eyesores. 
The town had become stagnant. Here was impressively illustrated the 
danger of locating in a "one- Indus try" town. 

Fortunately, the story has a happy ending, for a descendant of 
one of the large lumber families, determining to put the city "on the 
map", first organized a highly efficient Chamber of Commerce; then 
developed a power pla,nt on the river which runs through the town; 
next argued several man^'afanturers into building factories there on 
the inducement of cheap power, and finally ptirsuaded the state legis- 
lature to construct i^ concrete highway, which now, in the touring 
season, is a never-ending stream of cars. Among its other advantages, 
this city has one of the finest first elaea hotels for a community of 
its size in the United States. 

Passing from the consideration of growth in population and whole- 
sale business, a third and most important factor is that of the retail 
business. The prospective hotel operator expects to receive the bulk 
of his steady income from traveling salesmen and tourists. The amount 
of retail business done, and its growth or decrease, will indicate 
first the buying power of the town (in which the presence of touristc 
plays a large part) , and second, the number of traveling salesmen who 
can be counted on to Viteit it at regular intervals. If the retail 
business is increasing it is probable that both the number of tourists 
and the nviraber of traveling salesmen are increasing also. 
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Next to te analyzed is the question of corapetition. This may 
he from other hotels in the same city or from those in nearhy cities. 
The town must, of course, be of a character ^diich will support a 
first class hotel and, second, it murit not already have one that is 
hoth modem and sufficiently large for its needs. If there is 
already a hotel there, or if there is a good hotel in an adjoining 
city, it will have to he determined whether or not present condi- 
titions, combined with the hope of increased business in the future, 
will permit the new hotel to be successful. 

On the other hand, in the case of a nearby city, there is 
always the opportunity of increasing the business of the prospective 
hotel by providing such excellent service that patrons will come 
there for accommodations, even though their baslness lies in the 
other city. For example, there is in Hew Erigland a small industrial 
town on several main automobile routes but with only fair hotel 
acconmodations. A few miles away, in a small village, is an inn so 
famed for its cuisine that it is nearly always filled to capacity with 
visitors to the nearby city, whose hotels are usually only half filled. 

Another important factor to be conisered is that of accessibil- 
ity. As has already been said, the most important sources of business 
will be those of traveling salesmen and tourists. To induce wholesale 
businesses to send their salesmen to the city, accommodations by rail 
or water must be favorable, for otherwise the items of railroad fare 
and loss of time between trains will be so great that it will be un- 
profitable to send salesmen there. Mr. Doe also hopes to bring con- 
ventions to his new hotel. To enable him to do this accessibility is 
all important. 



Counting on the Tourist Trade 

To obtain a proper share of tourist patronage, the city must 
be situated on a natural artery of automobile traffic equipped with 
good roads. It will be well to remember also that certain routes 
shift in popular favor, and that one which now stands high in the 
favor of motorists may in the future be neglected for another high- 
way a few miles distant. The reverse of this is also true, and the 
possibility of diverting traffic to the town from other thorou^- 
fares should be considered. 

An interesting example of this shifting in popular favor of 
hi^way routes reveals a case where it has ruined what was once a 
highly profitable investment* For many years prior to the develop- 
ment of automobile touring. Representative X, a member of a state 
legislature, conducted a hotel beside a long stretch of sandy road 
which was an over-night stop for persons proceeding to the county 
seat. He Kas some 20 miles from a large lake, and, in another 
direction, about the same distance from mountains of famed beauty. 
When the development of the automobile aroused the agitation for 
hard surfaced roads, it was proposed to the legislature that a 
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through highway be constructed the length of the State. One route 
led hy the lake and through unsurpassed secanery; the other, some- 
what longer and with inferior scenic advantages, led hy our' legis- 
lator's estd.blishment. Mysteriously enough, #ien the road was 
built, it ran by Assemblyman X's hotel. This soon proved a con- 
venient over-night stop for toutists on the way to the mountains, and 
business boomed. Eventually, however, Assemblyman X was defeated for 
re-election, and as his successor in office happened to reside upon 
the alternate route beside the lake, he immediately set about obtain- 
ing authority for the construction of a new road on the optional 
route running along its shores. There are several sections still 
uncompleted, but even now a large proportion of tourists have been 
diverted over this natural route, and it is safe to say that in a few 
years. Assemblyman X's hotel will be on an isolated back road in- 
stead of on the main highway. 

Finally, in connection with the possibility of promoting the 
growth of tourist patronage, and the hope of inducing the attendance 
of conventions, must be coib idered those features of the town that 
are susceptible to development bjr advertising. Uniisual scenery or 
natxiral curiosities suggest themselves. If tourists are to be 
relied upon as a source of income, Mr. Doe must be able to offer not 
only first class hotel accommodations, but some inducement for the 
tourist to come to his city. If it is set in beautiful surroundings, 
or if it has some natural wonders or attractions, such as a cave, 
hot mineral springs, or a beautiful lake, he has a substantial asset. 
Have these features then been fully developed? Or can he, by adroit 
advertising, popularize them v^ile at the same time bringing his own 
hotel into the public eye, with the result that the town's natural 
beauties will be automatically associated with it? 

But this cons ideration also presents danger in that these laal 
features may at present have been exploited too a degree which they 
do not inherently justify. In other words, they may have become a 
fad which in future years will wane, leaving the town semi-deserted. 
In many communities, particularly in the East, will be seen huge 
hulks of hotels built many years ago in the wake of a wave of popu^ 
larity for spring waters and mineral baths like those in Europe. 
These monuments now serve their purpose as a warning to future hotel 
operators. 

Many of the above factors, and others not discussed, will be 
found in the excellent questionnaire reproduced with Mr. Dudley's 
article, "Sizing IJp a Town's Buying Power", referred to above. 
Some additional points, which may logically be considered as st^jple- 
mentary to this questionnaire, are listed in the panel on page 70 of 
this issue of Hotel Management. 

Alnod with this memoranda, Mr. Doe arrives at Ardnore. His first 
problem is how and where to get the information necessary to answer 
his questions as to the desirability of its location. How he goes 
about securing this data, and his further steps in judging the relst- 
tlve values of the three hotel leases available to him, will be dis- 
cussed in subsequent articles. 
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In Gauging the Desirability of a Hotel 
Lease, These Points alDout the 
City Should he Analyzed. 



A. Is it increasing, decreasing, or stationary in — 

1. Population? 

2. Wholesale husiness done in dollars? 

3. Retail business done in dollars? 



B. Is its busiress sufficiently diversified? 



C. Is there serious conpetition fron — 

1. Hotels in the same town? 

2. Hotels in nearby towns? 



D. Accessibility of the town -- 

1. By rail or water 

2. By automobile. 

a. Is the city on a nain thoroughfare? 

b. Are the roads leading to it in good 
condition? 

c. Is there a possibility of new motor roads 
diverting traffic to or from the town? 

d. How long is the automobile season? 



E. Development of local features. 

1. Developed fully? 

2. Over-developed? 

3. Capable of further or new developments? 



•HOW TO JUDGE A HOTEL LEASE 
II. Securing the Facts as to the pity's Desirability 



The second in a comprehensive series of articles 
that will include in their scope a searching dis- 
cussion of all the factors that affect hotel 
rental values and recommendations as to how to 
analyze them 

By Chester B. McLaiighlin Jr. 
Counsellor at Law 



The prospective hotel lessee Mr. Doe, was left, in our last 
article, on the platform of the Ardnore railroad station. On the trai 
train he had outlined the information he needed in order to reach 
a conclusion as to the relative desirability of the three hotel 
leases available to hin in the cities of Ardnore, Belleville an(^ 
Clarkf ield. 

His theories look very well on paper, but he is now faced with 
the practical question of how to obtain the information his notes 
call for. His first stop is quite naturally at the office of the 
local Chamber of Commerce. He finds there a courteous representa- 
tive to whom he states his mission and who produces from a card 
catalog the figures showing the trend of the wholesale and retail 
businesses of the town for the past few years. The figures are not 
so conplete as to the type of business, but his informant gives him 
a clear picture of the industrial situation of the town. He also 
secures quotations from the last reports of the United States Bureau 
of the Census showing the trend of the town's population, which is 
supplemented by the estimates of the Chamber of Commerce. From these 
statistics he is able to answer the queries in his outline covering 
the business situation in the city. 

His next inquiry, to determine the amount and type of competi- 
tion, concerns itself with the number and class of hotels in the 
city and in nearby towns. He also obtains a statonent as to tha 
train service in suraiuer and winter and the condition of the roads 
leading into the city, 

Mr- Doe has wisely determined not to arrive at any conclusion 
as to the desirability of the sites in the three cities until he 
has caaplete information on all of them. For this reason the 
analysis of the data be secured will be made in a subsequent article. 
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The facts which he ohtained from the Chamber of Commerce are 
quite sufficient, as fas as they go, although he feels that expres- 
sions of opinion not aipported by accurate data must be carefully 
weighed in order to exclude the possibility of a natural tendency 
toward optimism on the part of his Chamber of Commerce advisori 

A stroll around the city follows, in the course of which he 
stops on the busiest comers in an endeavor to sense the general 
impressions which the city would give the cas;ial visitor. He ob- 
serves the number and character of passing automobiles and notes 
their license plates, which are the badge of the tourist. He ex- 
amines the show windows of the stores on the principle thorough- 
fares, first to get an inkling of the progressiveness of the mer- 
chants and then, by observing the quality of the goods displayed, 
to gather an impression as to the wealth and character of the 
people who are their customers — many of whom would also be his. 

Coming to a store he boldly pays the general memager a call and 
asks him his views on the city as a business venttire. He is grati- 
fied to find that this gentleman is quite as willing to answer his 
questions and to discuss the city from a hotel standpoint as was the 
Chamber of Commerce. 

It is surprising how willing busy business men are to turn 
away from their desks to discuss at length problems affecting their 
town. The writer once had occasion to make an investigation similar 
to Mr. Doe's, which involved calls on the heads of the various 
businesses in a small city. He expected to get the information in 
a half day, or at most a day^ but he found that the men interviewed 
were so ready to lay their experience at his disposal, althoiigh it 
was a matter which concerned him only, that his conferences stretch- 
ed out until he had spent the greater part of four days. 

In seeking the information outlined, caution should be exercised 
to move slowly, as this is the only way in which the "atmosphere" of 
the town can be fully absorbed. Since this "atmosphere" is quite as 
important as figures or opinions, a hurried visit may result in 
action being taken before the picture is complete. 

These wanderings of Mr- Doe, it must be remembered, are pre- 
liminary only, in order to give him an impression as a basis for 
comparison in selecting the most desirable of the three cities. 
After the elimination of the other two, his figures must be veri- 
fied by means of a more detailed investigation and collection of 
data such as outlined in Mr. Dudley's article, "Sizing up a Town's 
Buying Power," in the November 1924 issue of Hotel Management. 
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Catching the Spirit of the Town 

A ro-ugh estimate has now heen obtained of the city's physical 
conditions, or what might he termed its "body." This consists of 
tangible facts and figures. Something is still lacking, however, 
which may be called, by comparison, the city's "soul." This is the 
attitude of its citizens as a whole toward a new venture, and more 
particularly to-»7ard a new hotel or toward the new mansigement of an 
old house. Even though the city measures up by the statistical esti- 
mates as a good hotel prospect, without the proper frame of mind on 
the part of its citizens it must be discarded. 

This attitude resolves itself into the question whether, the 
people will actively support the hotel — that is, whether their social 
activities are such that they will hold banquets, afternoon and 
evening entertainments, dances, teas, and luncheon club meetings in 
the hotel. Beyond this, it must also be determined whether the 
citizens will go further than actually patronizing the hotel; and, as 
a matter of civic pride, "boost" it to visiting salesmen and tourists. 
In other words, does the city either consciously or xinconsciously 
want a first class hotel? This information cannot be gathered alone 
from the CJhamber of Commerce. Rather it must be secured by means of 
interviews with a considerable member of local business men, both 
big and little — and remember that the views of the man with the small 
business are quite as important as those of the big man, for he is in 
just as good aposition to help or hinder the hotel by word-of -mouth 
advertising as is his more prominent fellow townsman. 

Mr. Doe returns to his friend in the general merchandise store, 
puts to him squarely the questions he has in mind and notes not onlj'- 
what he has to say about his friends.' opinions of the town, but 
whether or not his own manner is enthusiastic and encouraging. He 
then calls on the head of a hardware store, on the proprietors of 
the two drug stores, and on a number of other retail establishments, 
both large and small. 

His next stop is at the First National Bank, where he has a long 
and pleasant chat with one of the vice presidents. From there he 
walks to the office of the Ardnore Manufacturing Corporations, where 
the business manager gives him a picture of the local industrial situa- 
tion, including not only the number of men employed b, his own pl".nt, 
but an approximation of the number in other plants as well,, the types 
of their executives, and a general description of their social activi- 
ties. 

His last calls are- at the garages , where he endeavors in the 
course of his conversations with the owners to determine whether or 
not they feel there is a need for a ne^ or remodeled hotel. Just as 
the local business men can be counted on to refer commercial travel- 
ers to a hotel whose manager is popular with them, so — if he can 
make them enthusiastic over the project— will the garage men prove 
an excellent source of business by referring tourists to his house. 
He also asks if he may examine the garage registers to determine the; 
average number of cars which come there daily, and also the states 
from which they are licensed. 
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Sizing -up the Hotel's Site 

During all this investigation a visit to the hotel's site has 
"been studiously avoided in order that a clear impression of the 
city's possibilities may be had, uncolored by the desirability of 
the site itself. Now that this has been obtained, comes the all 
important task of thoroughly considering the building and its site. 

A typical hotel of the type we are here considering must appeal 
not only to transient patronage. It must also attradt a considerable 
nunber of permanent residents, such as bachelors who do not wish to 
go to the trouble of maintaining establishments of their own. 

In order to appeal to salesmen, the hotel must be accessible to 
the railroad station, the steamboat dock and the retail district, for, 
while comfort of accocEaodations and quality of cuisine are neighty 
factors, convenience and accessibility are of equal inpjrrtance . The 
hotel should also be suff icienly close to the center of the shopping 
district to permit the leasing of the stores on the ground floor. 

The hotel must be situated on or near the main street on which 
tourists pass through the town. A great many automobile travelers 
will never have heard of it except throuj?^' the signs which the 
management will have placed along main highways. These signs should 
prove siifficiently attractive to tourists to induce them to be on 
the lookout for the house and will stop if its exterior justifies 
the promise of the signs. It is a curious trait of human nature, 
however, that fen people, if thej'' are "unable to see the hotel, will 
take the few moments necessary to leave the main street to look it 
up unless they are forced to do so by the lateness of the hour- The 
driver's wife, sitting beside him on the front seat, will sxoggest 
going on to the next town if there is still time, because of the in- 
satiable call of the road which urges the automobilist on and on 
until he is compelled to halt either by hunger of darkness, or by the 
inducement of an attractive stopping place. 

Since Mr. Doe e:35)ects permanent guests, however, his ideal loca^- 
tion would also provide corriparative quiet for residents. A hotel 
near railroad tracks, or in the town's busiest center, will hold few 
attractions for such patrons. 

To sura up, the ideal site would be on or very near the main 
S-treet of the town; not in the center of the residential district 
because of its inaccessibility to the retail district;; nor in the 
center of the shopping district because of the noise, but midway 
between the two so that the hotel will enjoy the advantages that 
come from proximity to both. 

If the site satisfies these requirements it must next be con- 
sidered whether it is likely to continue to do so. Assuming that 
the site is now on the gringe of the retail district, is it likely 
to move toward or away frorathe hotel? This can be determined by a 
st-udy of the tendency in the past, which may be ascertained from 
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conversation with store keepers and ty locating the buildings in the 
city that nere formerly dwelling houses and are novr being used as 
stores. 

A clearcut exa^rple of this constant flux of a growing city's 
business centers is the city of New York. Twenty years ago the center 
of the retail shopping district was on Twenty-third Street; the 
section above Forty-second Street was purely residential. The retail 
district has now moved north to Forty-second Street and above, and 
Twenty- third Street is occupied by wholesale businesses, while the 
former residential district above Forty-second Street is almost 
entirely taken up with retail businesses and stores. 

The history of these past 20 years can be read with considerable 
accuracy by examination of the types of buildings which still exist 
in the vicinity of Twenty- third Street. There are a number of what 
were once large department stores now subdivided into offices and 
small wholesale establishments, while many of the retail businesses 
above Forty-second Street are housed in the browns tone-front build- 
ings which were once the well nigh universal type of New York resi- 
dences. 

It cemnot be expected, nor is it to be desired that the business 
center of a city should remain stationary, for its shifting usually 
means a growing volume of business and aler business men. The 
diagnosis, however, should ascertain if^iether or not the trend of 
business will be toward the new hotel, for even if the added noise 
resulting from the approach of the business center results in the 
loss of some permanent guests, this will be more than offset by the 
increased convenience to the bulk of the guests who will be composed 
of salesmen and tourists. 

A site on a river or lake, or near the railroad, is especially 
to be avoided — particularly in a growing industrial town — for a 
primary factor in the selection of a site for a manufacturing plant 
is accessibility to transportation. These plants are accordingly 
congregated along the railroad tracks and on the water front, and 
one day the hotel may find itself isolated in a ring of boiler 
fotmdires. An example of this was observed in a middle western city, 
where, alighting from the train, the traveler sees a dingy, dilap- 
idated brick building across the tracks . Behind it is a coal yard 
and across the street a grain elevator. It is still used as a 
hotel, but the aroma of stale beer which emanates from its groxmd 
floor is sufficient to characterize its class. In examining the 
building, one is surprised, however, to find traces of expensive 
cornices and elaborate stone carvings. Upon inquiry, it appeared 
that 30 years ago this building was the city's best hotel and an 
object of great civic pride. So much for the effect of the city's 
expansion on the hotel's site. 
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How the S-arro\indings Affect the Site 

The next question is that of the inrnediate surroundings of the 
si e— what types of buildings adjoin the hotel on either side and in 
hack. This question is innortant for two reasons: first, aesthetic- 
.ill"r~for cheap or tumbled down buildings, or those engaged in ob- 
jectionable types of business, vrill inevitably reflect upon the 
hotel. For the sane reason, the character of the buildings across 
the street must be considered. If they are questionable in appearance, 
they will not only depreciate the value of the hotel propertj', but 
will also present the likelihood of being torn down and replaced by 
other buildings for kinds of businesses which may be undesirable in- 
sofar as the hotel is concerned. If, consequently, the hotel is faced 
"by modern buildings used in unobjectionable businesses, the danger of 
having undesirable neighbors is greatly lessened. If not, the pro- 
spective operator must satisfy himself that there is no imminent 
danger of the construction of factories or other objectionable 
structures. 

One source of information in this regard is in the zoning laws 
enacted by most cities. These prevent the construction of factories 
and the operation of certain types of businesses within specified 
districts. It is likely that the hotel will be protected by these 
laws. They are not a complete safeguard, however, since, in the 
event of the shifting of the city's business center, the zoning 
laws may be modified. 

A second consideration is that of the possibility of the expan- 
sion of the hotel itself. If the venture is a success, it may well 
be desired to undertake the enlargement of the building — either by 
the conversion of one of the adjoining buildings or "by its demoli- 
tion and the construction of a ne^ one. If the adjoining structures 
are large and expensive, the hotel's manager may find that the cost 
of purchasing them would be so great as to make the expense of 
future expansion prohibitive. 

let us suppose that the building on the site which Mr. Doe is 
considering has boon operated as a hotel for the past seven years. 
He has gathered in the course of his investigations a clear picture 
of the hotel's reputation, which may be termed "good will." If the 
hotel has a reputation for being badly managed, for slovehlj'. 
service, or for an elastic code of morals, Mr. Doe will have a task 
before him in living this dovm. He will experience the force of the 
old maxim about "giving a dog a bad name." Such an jobjection is not 
necessarily insurmountable to Mr. Doe, because he hopes, by the 
quality of his service, to build a reputation of his own, but it is, 
nevertheless, to be desired that the prejudice against the old hotel 
will not prove too strong. The outside survey is now coiiipleted, and 
with a thorough background of fact to support him, Mr . Doe telephones 
the owners of the building and makes an appointment to go over the 
property. 
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When the Old Tenant Has Withdrawn 

While walking to the hotel 'vith Mr. Smith, the executor of the 
estate which owns the building, Mr. Doe learns that it has heen oper- 
ated as a hotel since its erection hy another tenant whose lease has 
now expired. This information serves as a danger signal, for if the 
lease is not desirable to sone other operator, for the same reason it 
nay not be desirable to Mr. Doe. It is possible that the previous 
operator desires to retire from the hotel business. On the other hand, 
a more common reason is that he has been unable to make a paying pro- 
position of the property, or it may be that the owners are asking an 
increased rental which the old tenant considers too high to permit a 
fair return for the hotel's operation. On the other hand, it may be 
that the owners are not satisfied with the way in which the establish- 
ment has been conducted, and have refused to renew the lease. 

Mr. Doe should discover by tactful questioning the true reason 
for the withdrawal of the old tenant. If it is the owner's refusal 
to renew the lease, he mast make further and careful inquiry into 
the hotel's "good will." 

If the reason is inability to make it pay; then he must look 
into the character of the hotel's operation imder the previous admin- 
istration, to determine whether or not that administration was weighed 
down by waste which can be eliminated, or whether, because of the- 
limitations of the property or the town, it could not be made a paying 
proposition even under more economical and scientific management. 

If a demand for increased rental is the reason, it xaay well be 
that Mr. Doe can induce the owners to accept a lower figure, even 
though they have refused to accept such a figure from the previous 
tenant. Owners cannot afford to carry hotel properties without 
receiving income from them. If they attemptedto increase the rent 
to the previous tenant, it was upon the theory that other would rent 
it if he would not. Mr. Doe's refusal to accept their figure may be 
the clinching argument that the rental asked is too hi-^jh, with the 
result that they will meet his fi^pire. 

Finally comes the question of the feasibility of the building 
itself. The many factors to be considered in passing upon require- 
ments as to room arrangement, and the adaptibility of the general 
la;?-out of the building, were thoroughly discussed in two articles by 
W. L. Stoddard, New York ardiitect, entitled "Determining the Ne-,? 
Hotel's Size" and "Adapting the Hotel to the City," which appeared, 
respectively, in the July and October 1923 issues of Hotel Manage- 
ment. It would be but to repeat Mr. Stoddart's comments to discuss 
this problem, here. 

After completing his investigations at Ardmore, Mr. Doe proceeds 
to Belleville and Clarkville and obtains similar data. How he applies 
to this information the tests which ha^e been outlined, and the con- 
clusions which lead him to his final selection of the site, will be 
discussed in the next article. 
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The foregoing considei'ations in Judging the site may he 
sumniarized ^^ith the outlines appearing below. 



How to Obtain tjie Data on which to 
Judge the City 

1. Merchant's Organizations: 

a. Chanber of Coirimerce 

b. Rotary Club 

c. Eiwanis Club 

d. Other Civic Organizations. 

2. Discussion with Local Business Men: 

a. Retail nerchants 

b. Wholesale merchants 

c . Majiuf acturers 

d. Bankers 

e. Garage Operators 

3. Personal Observations: 

a. General appearance of stores 

1. Size 

2 . Character 

b. Type and value of goods sold 

c. Visiting automobilists 

1. Counting passing cars 

2. Examining garage registers. 



♦How to Judge a Hotel Lease 
III. Selecting the Best of Three Typical Properties 



A searching analysis of the advantages and 
disadvantages of leasing an old, a recently 
"built- and a ne'tvly plemned hotel under three 
coramon sets of circumstances 

By Chester B. McLaughlin Jr. 
Counsellor at Law 



The information — both about the city and the hotel itself — that 
should be secured before entering into the lease has been discussed 
in previous articles. Mr- Doe had under consideration sites in the 
cities of Ardraore, Belleville and Clarkfield, and had niade a thorough 
investigation of each in order to obtain the data necessary to the 
reaching of a decision. 

The City of Belleville is situated in the midst of a prosperous 
agricultural section in the southwest. Its population is 50,000. 
Its wholesale businesses consist principally of agricultural products 
and livestock. The former has shown a steay increase, v/hile the latter 
has had a practically stationary average for the past few years. 
Twelve miles away is Oil City, the first of whose gushers was brought 
in five or six years ago, and which has now outgrown its ungainly 
youth and, riding on the wave of prosperity, is achieving the dignity 
of a permanent city. Belleville's retail business has also shown a 
steady upward curve with due allowances for the diminished purchasing 
power of the surrounding farmers in years of depression. There are 
in the city three other hotels of varying quality, the best of which 
is the Belleville House with 1S5 rooms. This is a venerable building 
which lias recently been remodeled in an attempt to meet the town's 
growth. Oil City has a commodious up-to-date hotel — somewhat flirasily 
constructed, to be sure, as permanency 'vas sacrificed to haste — which 
offers a sufficiently high type of service to present a serious 
problem of competition. 

Belleville is moderately accessible by rail. It is not avail- 
able by water, as the muddy stream which flows on its outskirts is 
not navigable for passenger steamers. It is, however, not only a 
main thoroughfare, but the roads leading to it are as good as any 
in the State. Tlie train service is continuous without regard to the 
time of year, and the automobile season is also subject to coiirpar- 
atively slight fluctuations, save that in the torrid summer months 
few people move about for pleasure. There are no local features 
of particular interest to Mr. Doe, for Star Lake, the only near-by 
pleasure resort , is not susceptible of development in a way that 
would either help or hinder his hotel. 

Passing from the general facts about the city, we come to the 
desirability of the site itself. Increased prosperity, the activity 
and the demands of traveling salesmen, the needs of tourists, and 

♦Hotel Management, Vol. VII (1925) p. 235-240 
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particularly the feverish activity of Oil City, have led the enter- 
prising business men of the town to propose the erection of a new 
hotel. The site has been selected, plans drawn up and the financial 
arrangements completed. The proposed building has 250 rooms and csai 
be had for an annual rental which is reasonable for a new building 
of this type. 

The site is on the main street of the city, somewhat near the 
center of the retail district, on a corner, and surroimded by typical 
three and four story buildings of the familiar type — neither imposing 
nor particularly objectionable. The fact that the business men of 
the town have organized to form a syndicate for the erection of the 
new hotel is proof that the town can be depended upon for whole-hearted 
support of the project. The site is seven blocks from the railroad 
station and is well out of the manufacturing zone, although the rail- 
road tracks are only two bloclsaway. The architectural plan of the 
building is highly satisfactory, as it has been designed by an exper- 
ienced hotel architect, with the exception that the number of rooms — 
250 — appears to be scimewhat in excess of the present needs. The 
plans provide for the installation of an adequate number of easily 
rentable stores on the ground floor. 

The City of Clarkfield, like Belleville, is situated in an 
agricultural state, but in the middle-west. It is oa a broad river, 
which in years gone by was the chief medium for the shipment of 
freight. Cheaper railroad freight rates have decreased its import- 
ance, however, but it still provides healthy competition with the 
railroads. Clarkfield' s population has also shown a steay increase. 
It now numbers 30,000. Its wholesale business is largely grail^. 
Originally consisting almost entirely of wheat, of late years the 
farmers have learned to diversity their crops, with the result that 
the production of corn and other grains is now increasing rapidly, 
while that of wheat is merely normal. 



A Typical City in the Middle West. 

In addition to agriculture, the town boasts of a plant producing 
plows and other farming implements. The retail business is that of 
a normal agricultural town. The quality of the stores has improved 
as the farmers, since the days of the automobile, have become exact- 
ing in their demands. There is no hotel in the city which even 
approaches first class service. A stop at the "best" hotel, which 
is patronized by the traveling salesmen, is anticipated with dread. 

The city is easily reached by boat and Is fairly accessible by 
train, although travelers who come from the nearest large city are 
required to change cars at the State Capitol, 50 miles away. The 
automobile road between the CiS|,pitol and Clarkfield is in good condi- 
tion except in Spring, when the farmers reap a harvest in. spots by 
pulling cars out of mud holes. A bill providing for a macadam road 
is pending in the State Legislatwe, and as this will in all proba- 
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bility be passed in the near future an increase in automobile traffic 
may be e:q)ected. However, until a second proposed road, to run 
parallel to the river, is completed, little through automobile 
traffic can be expected. The town has no local features susceptible 
of development, as the river is wide and muddy and of little beauty. 

The local merchants' association has recently come to life by 
reason of the rise in the wheat market, with the resulting increased 
purchasing power of the local farmers. As in the case of Belleville, 
they have realized that if they are to induce salesmen and tourists 
to come to the city a first class hotel must be provided. A project 
to finance the erection of a new hotel failed, but sufficient funds 
were raised to remodel the old hotel into a comparatively modern 
establishment by a rearrangement of the rooms and the installation of 
a number of baths. 

The site is on the main street, opposite the railroad station 
and two blocks from the steamboat landing. The proposed ne^7 river 
highway will pass through this main street;, but the main road to the 
Capitol enters the city from a different section. The surrounding 
buildings are those of the average small city — of dingy brick, but 
satisfactorily serving the city's needs and the best that it affords. 
The reason for the failure of the old tenant is two-fold: utter 
lack of competence and knowledge of how to manage an up-to-date 
hotel, and the physical condition of the building itself before 
remodeling. 

At the time of Mr- Doe's inspection the building was partly 
remodeled. While the plans do not call for the installation of 
stores, they can be added at comparatively little extra cost before 
the completion of the alterations. The building, including an 
annex, will have 150 rooms which are large, with high ceilings, but 
somewhat awkward in shape owing to the fact that space for the baths 
had to be provided without regard to symmetry. 



Operating in a New England Manufacturing Town 

Ardmore is in New England, and is, perhaps, more like an old- 
fashioned town than a city. Originally a meeting place for the 
surrounding farmers, with the decline of agriculture and stock 
raising in New England, it has gradually changed ^nto a small manu- 
facturing city. A rapid and wholly unnavigable river rushes by it, 
which furnishes water power for a paper nill and two textile plants. 
Its population has shown i smp-ll but steady increase in the past ten 
years and now numbers 20,000. The products of its mills have had 
an erratic curve, sharing in the wa-r-time boom and the post-war 
depression. The industries have more than held their own, however, 
and the water power is scarcely tapped by the mills already situated 
there. In addition to the leasehold that has been offered to Mr. 
Doe (which is that of a first class fireproof hotel of 200 rooms 
already in operation), there are only two other hotels, neither of 
which is in a position to offer serious competition. 
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The city is fairly accessible by rail and is on a main highway, 
extending from Maine to New York State. This highrray runs parallel 
to two others— one 50 miles and the other 150 miles distant. The 
roads are hard surfaced and in excellent condition. Train service in 
the winter is not good, but is sufficient to make the city quite 
accessible. As it is in the belt of heavy snow the automobile roads 
are uninviting to through traffic for three months in the winter, 
which is quite a drawback as many of the visiting salesmen travel by 
automobile rather than by train. There is a large industrial city 
twenty miles away and smother city of the same size ten miles up- 
stream, with industries comparable to those of Ardmore. A smaller 
town, wllAt. a knitting mill as its only claim to fame, is situated 
a few miles downstream. Patronage could probably be attracted from 
all three localities by a first class hostelry. 

The city itself is set in the rolling hills for which New 
England is famous. The s\xrroun,ding country is of great beauty and 
is much frequented not only by summer residents, but also tourists — 
particularly for its beautiful foliage in the fall. Ardmore has 
attracted few s-ummer residents, as neither the city nor the hotel 
has made any attempt at advertising. 

The business men of the town are hard headed and ultraconserva- 
tive. They have slowly come to appreciate the possibilities of their 
city, and if properly approcahed could unquestionably be warmed to 
support the hotel project whole heartedly. 

The hotel's site is five minute's walk from the railroad station. 
It is on the main highway, which parallels the river four blocks away, 
but on the very outskirts of the retail district, and it both faces 
and is flanked by residences. Diagonally across the street, however, 
a new block of small stores has just been completed. The lease of the 
old tonant has e3q)ired and the operator has refused to renew because 
of a slight increase in rent, saying that he had been unable to make 
the hotel pay a fair return on the old basis. Investigation discloses 
the fact that he was a man considerably along in years, a genial host 
who provided first class service, but who was both unwilling to keep 
pace with modern ideas of economical operation himself and to employ 
an assistant on whom he could count to keep his cost down. The build- 
ing is well designed with one exception. The architect who planned 
it overestimated the need for public space and provided both an 
elaborate ball room and a roof garden with a dance floor- 



Balancing all the Pros and Cons 

Upon these facts Mr. Doe now proceeds to make his selection. 
Let us follow his line of reasoning. On the basis of growth in 
business, Belleville is first choice, while Ardmore is to be pre- 
ferred to Clarkfield, because the latter city holds out few possibili- 
ties for any substantial development in the future. Ardmore is not 
likely to take a sudden spurt in growth, but, by reason of its ample 
supply of water power, it will inevitably attract more manufacturers. 
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thus offering the possibility of expansion which the wholly agri- 
cultural aspect of Clarkfield's industries does not seem to indicate. 
In general, and other things being equal, a city \fa.ose industries 
are composed in vhole or in part of diversified manufacturing plants 
is preferable to one whose industries are purely agricultural — es- 
pecially if the surrounding farming country is well developed. 

On the matter of competition with other hotels, Clarkfield is 
first choice, with Ardmore next and Belleville last. In a growing 
aestion, such as that in which Belleville is situated, where money is 
"being made rapidly and where many oil deposits are probably still 
undiscovered, there is danger of cor.ipetition not only from present 
nearby hotels, but also from the possibility of new cities springing 
up nearby and other hotels being built there on short notice. 

On the point of accessibility there is little to choose. Ard- 
more will suffer in the winter, while Belleville will do likewise 
in the sunner, by reason of its hot cli;nate. Clarkfield has no tourist 
traffic to consider in any case. Ardmore alone has any local features 
susceptible of development. 

The frame of mind of the business men in all three cities is 
favorable to the enterprise. The men of Belleville are full of am- 
bition and enthusiasm. Those of Clarkfield, on the contrary, are 
somewhat lethargic. Ardmore' s merchants strike a happy raediun, for 
they are conservative, where Belleville's are perhaps over optimistic, 
and ambitious where Clarkfield's inhabitants lack driving force. 
Each of the three cities thus possesses one or more advantages superior 
to those of the others. 

This being so, desirability of the site and of the building ^^^'ill 
prevail. In both Belleville »r\r\ Clarkfield the hotel is near the 
center of the retail district, the railroad station and the boat 
landing, while in Ardmore the site is further away from both the re- 
tail district and railroad station. The fact that in Ardmore the 
hotel is, perhaps, a little too far removed from the retail district 
is offset by a fair assiirance that it is in the track of the city's 
business growth. Since the dan which furnishes the power for the 
mills is at the extreme end of the toivn, industrial expansion must 
be down stream, and the whole recent course of the city's growth 
has been fn the sane direction. It is thus fairly safe to assume that 
within a short space of years, or perhaps even at the present moment, 
the retail district has shifted sijff iciently so that the hotel is 
not too inconvenient for com:^ercial travelers, and also to make 
feasible the leasing of stores in the building, which, however, do 
not exist in the hotel as it stands, (it would be feasible to shift 
the ball room to the top floor — eliminating the roof garden entirely - 
and remodel the first floor in such a way as to provide for several 
stores) . 

In all three cities the hotel site is on the main automobile 
thoroughfare. None of the three are in any immediate danger from 
-the surroxmding structures — either of having the appearance, of the 
hotel building unduly impaired, or of interference with plans for 
future expansion. In Belleville the hotel is a wholly new' project, 
-- 4-v,^ /..■noBt-inn nf its reputation is a blank page. In Clarkfield 
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encounter difficulty in securing credit ty reason of his predecessor's 
inability to make the undertaking a sufficiently profitable one. The 
failiires of the operators of the Ardraore and Clarkf ield hotels are 
not necessarily discouraging, however, because they lacked progressive- 
ness in both instances. In either city Mr- Doe could probably earn a 
fair income. 

lastly comes the question of whether it is preferable to operate 
a new building, a modern hotel which has been in operation for several 
years, or an old, remodeled structure. On this point Ardmore comes 
first. While a ner building is a great tetsptation, it has several 
disadvantages. In the first place, no test of the ability of the 
town to support a first class hotel has been ma^e. In the second 
place, the rental will be considerably higher in order to permit the 
building syndicate to receive back as much of its money as possible. 
The remodeled hotel in Clarkfield is the least attractive, for it is 
well nigh impossible, without making an almost prohibitive financial 
outlay-, to convert an old hotel into one which can corrrpete in either 
economy or convenience with a modern structure. One important point ' 
in this connection is the fact that the old plans of the hotel called 
for large M^a-XEsillnged rooms which cannot be conveniently subdivided- 
This, of course, results in a costly waste of space. 

The hotel at Ardmore has neither of these disadvantages. It has 
been in operation for a sufficient number of years to permit a careful 
estimate both of its operating expenses and of the patronage that may 
be expected. A fair guess can be made as to how much the patronage 
can be increased by an advertising campaign of letters and in news- 
papers ajid ToaA signs, and — most ibportant of all — by an exceptional 
quality of service rendered. A capable manager would also find many 
places where waste in operating costs could be eliminated. 

Thus it comes about that Mr. Doe selects Ardmore for his nev/ 
venture; because (l) its chances for a steady, conservative growth 
in the future are more secure; (2) it deep not suffer from prospective 
or active competition; (s) it holds out attractions, through its 
water power, to industrial enterprises; (4) it is in a thickly popu- 
lated county and within easy reach of the large cities from which 
commercial travelers will be sent out; (5) it makes allowances for 
the future expansion of the city's retail district; (6) it has no 
bad reputation to live down; (7) the design of the building is 
fairly satisfactory (and it can be economically remodeled in the few 
places where this is necessary); and, finally, (8) both its earning 
power and operating expense has been tested, thus minimizing the 
speculative aspect of the enterprise, and offsetting the otherwise 
dangerous factor of a coniparatively slow increase in population. 

Thediscussion in this article and the conclusiohi arrived at by 
Mr. Doe is not in any sense to be considered as a recommendation of 
one section of the country over another- It has been the writer's 
atterapt to cover in the three cities the general conditions which the 
prospective hotel operator will meet and the method in which they 
should be weighed. Had the Ardmore site been in Belleville or Clark- 
field, and several other of the local conditions changed, either one 
of those cities would have been selected. 



*HOW TO JUDGE A HOTEL LEASE 

IV. Arriving at a Pair Rental Tigare 

The points that the owner and lessee 
should wei^ in arriving at a price 
agreement that will prove mutually 
satisfactory 

By Cihester B. McLaughlin Jr. 
Counsellor at Law 



The process that the hotel lessee should go through in select- 
ing his site has heen outlined in previous articles. Let us ass-ume 
that the building has been selected, which leaves for consideration 
the arrangements that must be entered into before occupancy can begin. 

The first consideration is that of the amount of rent to be paid. 
This Is obviously of vital importance, and if one were to generalize, 
it could safely be said that by far the greatest number of failures 
in hotel ventures result from the operator's undertalcing to pay as 
rent too high a proportion of his gross income. 

In determining the amount of rent which he can afford to pay, 
the tenant should first total up as accurately as possible the anovaat 
of gross income that he expects to derive from the project. By gross 
income is meant actual cash received before deducting any expenses. 
The principal sources of income will be (l) the rental of stores, 
(2) the rent to be derived from rooms, (3) the restaurant, and (4) 
small miscellaneous items, such as barber shops, public etonogr^phers, 
the telephone concession, valet service, cigar stand, TurkisJi baths 
and the like. 



forecasting the Store Subrentals 

The rental from the stores can be forecasted fairly accurately, 
as it will be fixed for a number of years, and as the amount for 
which they may be leased can be estimated from the rental rates of 
nearby stores. 

The restaurant, it is assumed, will be operated by the tenant. 
It might, however, be eliminated from consideration, since the 
restaurant service will in most cases just about meet expenses with- 
out showing any steady or substantial profit . The amount of net 
income from the miscellaneous items can usually be estimated on the 
basis of the number of guests rooms they will serve. 

The amoTuit of income to be derived from the rooms, then, is a 
doubly inportant factor which must be estimated with the greatest 
care and only after a thorough consideration of all the factors which 
will tend to make for the hotel's success. Some of these have been 
reviewed in previous articles in this series. 

♦Hotel Management, Vol VII (1925) p. 320-323 
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The rental to be offered should not exceed 40^ of the total 
income to be derived from the rooms and stores. It may in some 
cases be a lower figure, but experience has shown that a hotel 
operator can rarely make his venture a success on a higher percentage. 

The tenant, having determined the rs-xinum amount of rental which 
he can afford to pay, is prepared to discuss terms with the lessor. 
He probably will be quoted a store rental rate for the term of the 
lease, but he is entitled to inquire the basis on which this figure 
is determined. 



The Factors 'Governing Rental Values 

Prom time immemorial the rent paid for the use of property has 
been dependent upon the law of supply and demand. The lessor asked 
as much rent as he could get, while the tenant offered the smallest 
amount he could induce the lessee to accept. When there was more 
space available for occupancy than there were tenants to fill it, 
lessors were cocipelled to take what they could get in order to in- 
duce tenants to occupy their buildings. On the other hand, when 
space was scarce and there were a large number of tenants seeking 
it, landlords were able to charge as much rent as tenants were will- 
ing to pay to get the space. 

Of late years, and especially since the war, laws have been 
passed in some states which limit the landlord's rental in a market 
in which the demand greatly exceeded the supply, to an amount which 
insured him a "fair" return on his money, and no more. This is 
gradually bringing about a new standard for determining the amount 
of a lease, and the question is now not "How much can the landlard 
charge, and how much will the tenant pay?" as "What is a fair return 
to the landlord on his investment?" This is generally conceded to 
be from eight per cent, on a short term lease to six per cent, on a 
long term lease. 

There are, of course, a number- of different factors which must 
be considered in determining the value of the lessor's investment. 
They all fall, however, into two clearly defined groups. The first 
group may be called the construction costs. These are tangible and 
capable of reduction to accvirate figures. They consist of such 
items as the cost of the site, the cost of erecting the building 
and the cost of the permanent mechanical equipment as listed by 
f . I. Stoddard in his article in the February, 1924 issue of Hotel 
Management, entitled "The Contract with the Lessee." There are 
also the architects', accotmtsuatB* , and lawyers' fees to be taken 
into consideration as well as payments for the cost of financing 
and other overhead expenses incurred during the period of construc- 
tion. 
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The lessor -will, no doubt, "be glad to famish the tenant with a 
detailed statement of these costs in the case of a new hotel. In 
the case of an old hotel, however, they may not he available and the 
tenant may then have to he satisfied with a lump figure covering the 
total cost of ttie building. 



Determining the Carrying Charges 

The second group of cost factors consist of what are known as 
carrying charges. In 6ome cases they are leds tangible than the 
construction costs. The first item in this group is the interest 
on mortgages. This amount represents a legal obligation which must 
be deducted from the rental and which, if not paid, would result in 
foreclusure and possihly in the sale of the prop^irty. 

The second carrying charge is the item of taxes. This amount 
can only be estimated on the basis of taxes imposed in past years. 
The tax upon the building and land is calculated by multiplying the 
assessed value (which is an arbitrary estimate of its worth as made 
by the local t«x authorities) by the tax rate. This rate is also an 
arbitrary decimal figure fixed by the city as that proportion of the 
total assessed value of the property in the city which will give the 
municipal authorities a sufficient revenue. Both the assessed value 
and the tax rate may be changed at any time by the local authorities. 
It is, therefore, impossible to foretell in a long term lease what 
the taxes will amotmt to in future years. The same is true of other 
taxes such as State aiad Federal Income. These, however, are not 
likely to increase within the next few years. 

The third item in the carrying charges group is that of insurance 
This cannot be accurately calculated cither, since insurance rates 
are apt to change at any time. 

Operating costs and repairs need not be eonsidered as a rule, 
since they are generally assumed by the tenant. 

Depreciation is another item which mast be considered. Even 
when kept in the best of condition by constant repairs, it is a fact 
that a modern hotel building will depreciate yearly at a rate which 
will make it worthless at a period varying from 40 to 50 years after 
the date of its construction. In stating that the building will be 
worthless, we do not mean that it will have cinimbled or have collapsed 
from old age, but that owing to the changes that take place in hotel 
conditions over a long period of time, it will have little or no 
market value at the end of that period. Because of this decreasing 
value, a lessor is entitled to deduct a certain amount from the in- 
come in order to keep his principal intact. He Should pay this sum 
back to himself as an offset against the decreasing value of the 
property. 
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Assume, for example, that a man invests $500,000 in the con- 
struction of a hotel, excluding the purchase of the site. If the 
building is worthless at the end of 50 years the original invest- 
ment in the building would then be entirely wiped out. Of course, 
a building does not depreciate at the same rate throughout the entire 
period. It depreciates very slowly at first and then with increasing 
rapidity as the years go by. For the purposes of this discussion, 
however, let us assume that it depreciates at the same rate each 
year, which, in the case of a 50 year period for total depreciation, 
would be at the rate of two per cent, per annum. At the end of the 
first year a $500,000 investment would have shrunk to $490,000, and 
in order that the investment be kept intact, the owner is entitled 
to take $10,000 out of the income to replace that lost by deprecia- 
tion before estimating what a fair return on his money would be. 

Finally, it mast be remembered that the lessor is entitled to 
interest on his money before estimating his profit — that is, he 
could have invested hismoney in conservative securities, paying him 
five per cent., let us say, with comparatively small risk. He has 
chosen, however, to invest it in a creative but more speculative 
enterprise. Since this investment involves risk he is entitled to 
a share in the profits if it succeeds, inasmuch as he faces a loss 
if it fails in the form of a rental rate that is less than the return 
he could secure from investing in a more conservative undertaking. 

In determining what constitutes a fair return to the lessor, 
then, it will be necessary to add to the total consideration cost 
the estimated carrying charges. Prom eigtit to ten percent, of this 
final figure is generally regarded as a fair rental. This amount, 
however, will rarely be the sole ground for determining what is to 
be paid, because the lessor will also be considering the earning 
capacity of the building. 

If, for example, as gauged by the hotel's former majiagement, 
the tenant may reasonably expect to earn an income considerably in 
excess of the former rental figuro, the lessor will feel that he is 
entitled to an additional return for the good will of his hotel. 
This may result from a reputation that was built up in the past, 
from the peculiarly favorable situation of the building or fror.i 
other external circumstances beyond the tenant's control. Any 
good will built up through the efforts of the tenant alone should 
not, of course, inure to the lessor's benefit. 

Thus, it will be necessary, before determining the amount of 
the rental, to consider the earning capacity of the hotel from the 
lessor's standpoint as well as from that of the tenant. In the case 
of an established building, such as that which was selected by Mr. 
Doe in the foregoing article, this is fairly easy to estimate. Since 
the minimum number of guests to be expected has been fixed by the 
operation during previous years, the only unknown factor is the amount 
by which Mr- Doe can increase this patronage through his efforts^ — 
an item which, as stated above, should not be considered by the land- 
lord unless the hotel's previous operation was so inefficient as not 
to permit it to earn the return of which it is capable. 
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The rental of the stores will as" a general rule equal at least 
ten per cent, of the value of the property. The stores are a very 
valuable item, as the amount of this income is fixed for a period 
cordingly to te desired. 

In the case of a new hotel, the estimate of its earning capacity 
is more intricate, since the patronage that can be expected is an 
•'xnknown quantity. 



Basing the Rent on a Graduating Scale 

The commonest form of lease is that based upon the foregoing 
considerations, under which the tenant offers to pay to the lessor 
the amount which they agree upon as their fair return considering 
all factors. It is well to provide for a lower rental in the first 
years of a hotel lease, averaging the difference over the remaining 
years. In other words, the rent should be on a graduating scale 
that increases up to the end of the term. 

A second method of paying rent, which is more common in the 
case of a new building than in that of an established hotel, is to 
fix a rental which will guarantee a fair return to the lessor on the 
money, on the basis of a conservative investment — from five to six 
per cent, let us say. This guarantees him the same return which he 
would have on his money if it were invested in sound securities. The 
lease should then provide that after the payment of this rent, the 
profits will be divided between the lessor and the tenant, either 
equally or on a diminishing scale to the landlord, decreasing pro- 
portionally (but not necessarily in amount) as the profits increase. 
The arrangements by which an operator is engaged to manage a hotel on 
a profit sharing basis will not be considered here, as it is assumed 
that the prospective operator desires to act independently of the 
landlord under his lease rather than as an employee. 



How Long the Lease Should Run 

The length of the lease is dependent to a great extent upon the 
estimate made by the tenant of the city's possibilities from an exam- 
ination of the factors enumerated in previous articles. If he con- 
cludes that the city holds out a bright future for an undiminished 
growth in business, he should take a long term lease, as the value 
of the property (and accordingly of the lease) will increase v^ith 
the city's expansion. On the other hand, if he desires to experiment, 
and is not sure of his judgment (but if he is, nevertheless, bold 
enough to enter into a lease at all) it should be for a shorter term. 

A long terra lease would run from 20 years to 99 years, with an 
average of about 40 years. A 99 year lease is customary only when 
the tenant is operating as a conporation which will continue in 
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existence after his death. A short torm lease is one of from ten to 
15 years. Such leases are rare and undesirable as a rule. If the 
tenant is satisfied with his venture he will want to be sure of being 
able to conduct it for a long period of time. If the owner is willing 
to lease his hotel at all, it should be on terms that v/ill assure him 
a steady income over a long period rather than a possibly higher but 

decidedly more speculative return over a shorter period. In fac t, if 

a le ssor is willing to enter into a short term lease, his re aso ns for 
doing sn ahnnlfi btT rtar a fpl |y considered, as -.t.hey~may involve -Some^ 
u ndisclosed factor which wjH prov e <^7,f;fivf|vnntagpmig txi-iiie— tenant. Jji. 
the future. 

In the next article the various provisions of the lease itself 
will be considered. 



The Cost Factors on Which the 
Rental Should be Based 

The determination of the amount that would 
constitute a fair rental for a new hotel 
should be based on: 

I. Construction Costs: 

a. Cost of site 

b. Cost of building 

c. Cost of fixed mechanical equipment 

d. Professional fees of: 

1. Architects. 

2 . Lawyers . 

3. Accountants. 

e. Cost of financing 

f . Other overhead expenses incurred 
in the course of construction. 

II. Carrying Charges: 

a. Interest on mortgages 

b . Taxes 

c . Insurance 

d. Depreciation 

III. Good Will Due to: 

a. Reputation of organizers 

b. Convenience of site 

c. Other unusual factors that will tend 
to attract patronage. 
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The Income Factors on Which the 
Rental Should be Based 

In estimating the rent to be paid for a 
hotel already in operation, the tenant 
should consider the income to be derived 
from: 

I. Stores: 

a. Exact amount, if under existing leases. 

b. Estimated, if vacant or to be constructed. 

II. Restaurants: 

a. Exact a:nount, if under lease. 

b. Estimated increase under new management. 

III. Rooms: 

a. Under old management, 

b . Under new management . 

IV. Concessions and Miscellaneous: 

a. Telephone. 

b. Tailor. 

c. Barber shop and manicure. 

d. Cigar and paper stand. 

e. Public stenographer. 

f . Pool and billiard room. 

g. Soft drink bars. 

h. Rental of public rooms. 



*HOW TO JUDGE A HOTEL LEASE 



Y. The Specific Points the Lease Should Cover 

A careful analysis and clear-cut explanation 
of the clauses that should be incorporated 
in the lease for the protection of both the 
tenant and lessor 

By Chester B. McLaughlin Jr. 
Counsellor at Law 



In the foregoing article we discussed the factors which would 
be taken into consideration both by the lessor and tenant in arriir- 
ing at an equitable rental figure for a typical hotel. We also 
mentioned the Tarious considerations that affect the length of time 
the lease should run. 

This leaves for discussion the specific terms that should be 
incorporated in the lease for the lessor's and tenant's protection, 
and the various details and technicalities that both parties to the 
agreement should take into consideration at the time when the tenant's 
occupancy commences. 

The first clause in the lease should consist of a description 
of the property's location. This should be phrased in terms that in 
surveyor's language arci known as "metes and bounds" — which are simply 
technical symbols that, when translated, indicate the direction in 
which the boundary lines on each side of the plot run. 



Insuring the Legality of the Lessor' s Title 

It is also well to include in this clause a warranty on the part 
of the lessor to the effect that he is the owner of the property, 
since without such a clause, if another claimant should later appear, 
as sometimes happens, and contend that he is the legal owner, the 
tenant would have no remedy except that of sueing the lessor for 
damages resulting from his loss or from interferance with the lease, 
A clause of this kind should read substantially as follows: 

The lessor covenants that he has good title to the demised 
premises and that the same is free and clear of all liens, in- 
cumbrances, violations and leases except 



and if there be any Icrse other than those referred to herein 
or any violation existing against the demised premises, the 
lessor agrees to remove, discharge and cancel the same. 

In the blank lines of this clause the existing mortgages or other 
claims against the property should be enumerated. The word "violation" 

♦Hotel Management, Vol. VII (1925) p. 40O-405 
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refers to breaches of the local laws which call for adequate fire 
escapes, sanitary precautions, and the like. 

If the lessor is to furnish and equip the hotel, an inventory of 
its contents should he attached to the lease, and if additional equip- 
ment is to be installed before the tenant takes occupancy, a clause 
reading somewhat as follows should be included: 



The lessor agrees to furnish and fully equip the building 
on tho date of occupancy with equipment specified in Schedule A 
annexed hereto, and repair and renew the same upon the written 
request of the tenant when, as, and if necessary, and if the 
lessor shall fail to do so within a reasonable time thereafter 
the tenant may renew and repair the same and deduct any sums 
paid thereon from the rent. 



If the tenant is to equip the building, a clause such as the 
following should be inserted at this point in the lease; 



The tenant agrees to furnish and fully equip the building 
as soon as delivered to him in a manner in keeping with the 
building itself, and to pay not loss than the sum of 

Dollars for the original purchase of such furniture 
and equipment. 

In either event the tenant should agree to "maintain the furniture, 
fittings -^.nd equipment in good order." 

The clause fixing the amount to be paid by the tenant for the 
furniture is, of course, inserted for the purpose of assuring the lessor 
that the building will be properly fitted out. V/hen the lessor furn- 
ishes the building, the tenant should be in a position to ascertain 
from the inventory the character and value of the furniture f.nd equip- 
ment, and in this way decide whether he can operate the hotel properly 
with them. 

Another iaapo^t ant clause that should bo inserted in every lease read 
substantially as foiloT7s: 

The tenant covenants on the last day of the term or on the 
last day of arc renewal thereof, if this lease shall be renewed, 
to leave, surrender, and yield up the premises in as good state 
and condition as reasonable use and wear thereof will permit, 
damage by fire and other elements excepted. 

It is further agreed that the tenant keep the roof, exter- 
ior walls, framework, winders, entire interior, and every part of 
the building in first class repair and good condition during the 
term of the lease at his OTn expense. 
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In the case of a hotel lease, which uaaally covers a long period 
of years, it is customery for the tenant to maintain the property in 
good repair. At the expiration of the lease he is not required, 
however, to turn the property back to the lessor in identically the 
sahe condition in which he received it. He is simply expected to make 
good on whatever damage it suffered that would not have resulted 
had he operated it carefully and properly. So that the lessor will 
be protected in the event that the tenant should fail to make what- 
ever repairs might be required in order to imintain the building in 
good condition, the following clause should be inserted: 



If the tenant fail to keep the premises in good repair 

and condition, the lessor is entitled to make such repairs 

and charge them to the tenant's account; and such charges, 

if not paid promptly, shall be classed as rent and thus 

made recoverable by the lessor in the same manner as if the 

tenant had defaulted in his rental payments. 



This clause simply means that if the tenant does not make the 
necessary repairs promptly, the lessor is entitled to make them him- 
self and also to compel the tenant to pay for them. Should the latter 
refuse to do so, the lessor is entitled to consider the cost of making 
them as rent, with the result that if the tenant should fail to pay 
for them, the lessor could consider the lease ended and dispossess him, 

In order to protect both parties to the agreement in the event of 
fire, the following clause should be incorporated in the lease: 



The tenant agrees that in case of damage by fire or the 
elements, the tenant will give immediate notice thereof in 
writing to the lessor, and if a part only of the said build- 
ing shall be damaged, but not so as to render the premises 
wholly untenantable, the rent shall abate proportionately to 
the number of usable rooms and the lessor shall commence within 

days after notice to repair the same at his own cost 
and expense, and if the damages shall be so extensive as to 
render the said building wholly untenantable, the rent shall 
cease from the time the lessor shall be notified by the tenant 
of such damage until said building is repaired to a tenantable 
condition, when the rent ehall begin to run and be payable as 
before the damage. But in case the said building shall be totally 
destroyed by fire or the elements, or the damage shall be so 
great that it will be necessary to rebuild the entire building 
or erect a nev/ building on the site, the rent shall be paid to 
the time of such destruction or damage and upon such payment 
being duly made by the tenant, this lease shall come to an end. 



This clause provides that if, after a fire has taken place, the 
tenant is still in a position to sell some of the guest rooms rather 
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than all of them, he ia bound to continue by the lease, but imist pay- 
only a proportionate part of the rent until the damaged bed rooms are 
again ready for occupancy. If the fire did not destroy the building, 
but did render it useless for the tenant' s purposes, the lease would 
still continue, but the tenant' s liability for rent would be suspended 
until the lessor had repaired the deimage. If, on the other hand, the 
fire had destroyed the building completely, the lease would be torni- 
natod. 

In the preceding article rie said that taxes were a charge that 
were usually paid by the lessor. It is, however, often provided that: 



The tenant is to pay all taxes, assessments and other 
charges of every kind which may be required of the lessor 
in connection with the operation of the property as a 
hotel, Eind also, such other charges as are contingent with 
the ownership of the real estate and improvements, with the 
one exception that the tenant be not required to pay income 

or similar tax assessed against the lessor by reason of ar^r 
income received by him. 



It is preferable, however, to have the lessor pay all taxes on 
the property except those thrA are directly connected with its use, 
and to make due allowance for these payaonts in adjusting the rental 
figure. 

The taxes and other payments incidental to the use of the 
property should be covered by a clause such as follows: 



The tenant will pay all light, water and heating charges 
incurred in the hotel's operation. 

The tenant will also pay all licenses and business taxes 
which are assessable on the property in connection with its 
conduct as a hotel or other business operated thereon by the 
tenant. 



Insurance is another item, the premiums on which, like taxes, 
may be paid cither by the tenant or the lessor. It is preferable 
that the lessor carry the insurr.nce, but as a matter of fact it is 
usually paid for by the tenant under a clause as follows: 



The tenant will pay all premiums on insurance policies that 
may be maintained on the property during the life of the lease 
by the lessor in such Insurance conpp-ny as he may elect, and 
such insurance, if placed by the lessor, shall not exceed 
dollars. 
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If the aiaoimt of the rental is to be deternined on the basis 
of a guaranteed minioan plus a percentage of the lessor's invest- 
ment (provided the operation shows a profit), the Items that 
should be included as deductible fron the income (in order to 
deterni.ne the profit) should be specified in detail. These itens 
would include taxes and insurance if they are to be borne by the 
tenant . 



Protection Against Non-payment of Rent 

The remedies available to the lessor, in the event that the 
tenant does not pay his rent, constitute an important part of the 
hotel lease. If at ar^ time the tensint defaults for a period of 
50 days, the lessor should have the option of declaring the lease 
at an end and of taJking possession on his own account, or of enter- 
ing the hotel and re-leasing it for his own account or as the agent 
of the tenant. Should he decide to act as the ten".nt's agent, the 
lessor can hold him liable for the difference between the amount of 
rental cr-.llcd for by. the lease and the amount received from the new 
tenant . 

In a clause describing these provisions, it is well to a.dd that 
the lessor shall, within 6O days after re-entering the hotel, notify 
the tenant whether his lease is at an end or whether the lessor has 
elected to continue it and to rent the premises as the tenant's agent. 

In view of the svin spent by the lessor in order to prepare the 
hotel for the tenant's use and, on occasion, to furnish it, it is 
customary to require a bond from the tenant guaranteeing his perform- 
ance of the lease. This clause usually reads as follows: 



At the time of the execution of the lease, the tenant 
shall deliver an acceptable bond in the sum of dollars 
to the lessor as a guaranty of the faithful performance of 
the tenant's agreements. The tenant's liability on this bond 
shall continue throughout the tern of the lease and any 
assignment of the lease shall not operate to discharge thae 
bond except when the assignees of the lease shall furnish an 
equally satisfactory bond. 



If the Tenant is to supply the furniture and equipment the 
following clause nay be added to the above; 



After the first five (5) years of the lease have expired, 
the lessor may at his option require the tenant to withdraw 
his bond and substitute a chattel mortgage on the furniture 
and equipment, with a further provision that such furniture 
and fixtures nuet be fully paid for and free of all incua- 
brances at the tine of the execution of the rjotttgag^t which 
mortgage shall be a first lion on such property and equipment. 
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In a case of this kind, the following clause should also be 
included: 



The tenant agrees to insure the furniture, fittings and 
equipaent against loss or damage by fire to 75^ of their value, 
and as soon as the chattel mortgage referred to has been exe- 
cuted, the insurance shall be conditioned so that the losses, 
if any, shall be payable to the lessor, as his interest nay 
appear, and the insurance policies shall be delivered by the 
tenant to the lessor upon the execution of the chattel mortgage, 



Inleasing a hotel the tenant is not, of course, entitled to use 
the building for any other than hotel purposes, and in order to 

protect the lessor on this point, the following clause is usually 

inserted in the lease: 



The tenant agrees to conduct the promises as a hotel and 
to keep the property open during the full period of the lease, 
and not use it for any other purpose, vrith the exception that 
he may sublet the stores and rent concessions. He further 
agrees to manage the property in a proper and orderly manner 
and to conduct the hotel under the name stated in the lease. 



The next two clauses, r/hich are usually included in properly 
drawn hotel leases, are seilf explanatory: 



The lessor has the right to inspect the premises & .furniture & 
equipment during reasonable hours, and if the furniture and 
equipment is not maintained in good repair, he may have then, 
at his option, repaired at the lessee's expense, as explained 
in a preceding clause. 

Any material or structural alterations to the property 
shall not be undertaken by the tenant without the lessor' s 
consent, the extent of such alterations to bo designated in 
writing, and rrith the further provision that such improve- 
ments, alterations, or additions shall, when completed, 
become the property of the lessor and pass to him with the 
real estate upon the teriidnation of the lease. 

It is important to remember that even if the second of these 
two clauses is omitted from the lease, the fixtures installed by a" 
tenant and the alterations made on the premises become the property 
of the oTTner unless it is specifically stated in the lease that this 
will not be the case. Before a tenant installs any fixtures, there- 
fore, he should secure the lessor's signature to an agreement to the 
effect that they are to remain his property. 
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Safeguards under the Bankruptcy Lav7s 

Under the bankruptcy lavrs, a trustee in bankruptcy (who Is the 
representative of the creditors and elected by then to adrdnister 
the bankrupt' s estate) has the right cither to continue or to concel 
contracts entered into by the bankrupt. Should a hotel tenant becoae 
bankrupt, this la^r ncans that the lessor is bound to continue the 
lease with the trustee in bankruptcy, and it sonetines happens that 
he does not desire to do this. It is, therefore, desirable to in- 
clude the following clause in the hotel lease: 



The tenant covenants that if a petition in bankruptcy 
shall be filed by the lessor, or if the tenant shall be 
adjudged bankrupt or insolvent by any court, either a re- 
ceiver or trustee in bankruptcy or a receiver of the property 
of the tenant shall be appointed in any suit or proceeding 
brought by or against the tenant, or if the tenant shall 
nsike an assignment for the benefit of creditors, or if this 
lease shall, by operation of la,7i, pass to any person other 
than the tenant, then in each and every such case it shall 
be la?rful for the lessor to terminate this lease on three 
days' notice to that effect nailed to the tenant, addressed 
to the rented premises, and the tern hereby granted, upon 
the service of such notice, shall imediatoly cease, teroi- 
nate and cone to an end. 



On the other hand, it is equally desirable fron the tenant's 
vie-rpoint that he be protected in the event of the lessor's bank- 
naptcy. For this purpose .?. clause sinilar to the one just quoted, 
but with the word "lessor" substituted for "tenant," and "tenant" 
substituted for "lessor," should be included. 

Before he enters into a lease 'vith a tenant, the lessor should 
not only be satisfied as to the fomer' s noral and financial stand- 
ing, but should also protect hinself against the tenant' s assigning 
the lease to soneone else of rhose standing ho nay not be informed . 
A clause to the following effect should bo inserted in the lease as 
a safeguard against this possibility:' 

The tenant covenants not to assign, transfer, mortgage, 
or pledge this lease or amy renewal thereof, or to sublet the 
denised premises or any part thereof without the prior written 
consent of the lessor. 



In the next article some further points that should be incorpo- 
rated in the lease, as well as the geverc.l legal and financial pre- 
cautions that both lessor ^.nd tenant should take when the latter' s 
occupp.ncy of the premises co^aences, will be discussed. 
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The Chief Points on Which the Lessor 
Should be Protected 



1. Provision for rcrioval of tenant in event of his bankruptcy or 
failure to pay rent due under le.nse. 

2. If building is to be furnished by tenant, the nininun anount to 
be paid for furniture and fixtures. 

5. Satisfactory bond to be given by tenant (to be exchanged for 
chattel nortgage at end of five years.) 

4. Provision to effect that lease cannot be assigned by tenant. 

5. Provision for subordination of lease to inortgage that is not in 
excess of 75% of property's value. 

6. Provision that tenant ^;ill keep building in good repair. 



The Chief Points on Which the Tenant 
Should be Protected 

1. Accurate description of property and rr-rranty of good title. 

2. If building is to be furnished by lessor, inventory of furniture 
and fixtures to be affixed to lease. 

5. Provision for paynent of taxes r^Jid insurance by lessor. 

4. Landlord's consent to subleasing of stores. 

5. Landlord's consent that fixtures installed by tenant shall 
rerjain tenant's property. 

6. Provision giving tenant right to cancel lease in event of 
lessor's bankruptcy. 

7. Satisfactory evidence that nortgages on property do not exceed 
75% of its value. 

8. Provision thr>t tenant shall be granted quiet en joyncnt of 
preriises by lessor and his agents. 



*HO\V TO JUDGE A HOTEL LEASE 
VI. The Pinal Legal and Financial Safeguards 



The concluding installnent in this thoroughly- 
practical series which has taken up point by- 
point all the inportant aspects of hotel 
rental problens. 

by Chester B. McLaughlin Jr. 
Counsellor at Law 



Two inportant points which, through lack of space, were onitted 
fron last month' s article on the clauses that should be eobodied in 
the hotel lease, have to do with hotels thr.t have been nortgaged, 
and with the tenant's right to occupy the property without inter- 
ference. 

A lease of a hotel which has been raortgaged prior to the tine when 
the lease was entered into is subordinate to any such -iiortgage. This 
neans that the person holding the nortgage is entitled to sell the 
property and collect his noney first, even if this should result in 
dispossessing the tenant. This pro-vision shows thn.t it is inportant 
for the tenant to be satisfied as to the lessor's financial standing 
before he enters into a lease with hin. He should also satisfy hin- 
self that any such nortgage does not represent nore than 755^^ of the 
property' s value. 

When the nortgage expires it nay becone necessary for the lessor 
to replace it with a new one, and in the absence of a provision to 
the contrnry, the lease would then precede this new nortgage. In 
order to prevent this, and to protect his interests, the lessor 
should see to it that the following clause is included in the lease: 



The tenant hereby subordinates this ler.se to any nort- 
gages which the lessor nay fron tine to tine place upon the 
prenises, provided that the anoiint of such nortgages shall 
not exceed in the aggregp.te 7S?o of the actual value of the 
prenises at the tine when such nortgages are placed thereon, 
or pro-vided that, if the sane be in substitution of the 
present nortgages on the prenises a.nd such present nort- 
gages exceed said percentage, they do not exceed the anoiint 
of the present incunbrances, and such nortgages, whenever 
recorded, shall be superior and prior in lien to this lease, 
and the -tenant agrees that he will execute ar^ instrunent 
which nay be deoned necessary or desirable to effect the 
subordination of this lease or any such nortgages. 



The hotel lease should end with what is known as a covenant of 
"quiet enjoynent" which gives the tenant the right to use the prenises 

*Kotel Managenent, Vol. VII (1925) p. 16-20. 
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for the puf-posos as contonplated without interference by tho lessor 
or his representatives. This covenant is usually couched in tho 
following phrases: 

Tho lessor covonr.nt8 that tho tenant, on paying the rent 
referred to nnd perforning the covenants f\nd agreenents afore- 
said, shall at all tines during the tern, peaceably and 
quietly have, hold, and enjoy tho said denised prenises. 

In nost cases hotel leases are dra-.rn up by the lessor, with the 
result that they provide tho owners nore conplete protection and 
shows conparatively little regard for the tenants' rights. This 
fact has led to a construction by the courts to the effect that as 
a general rule, tho lessor is considered to have only such rights 
as he nay expressly provide for under tho contract. Under this 
clause the tenant has such rights iriplied in the contract as nay be 
necessary in order to pcmit hin to occupy the prenises under the 
custonary conditions and advantages. 



The new hotel, save for a few renaining details, is now ready 
to open its doors for business. Mr- Doe has selected his site, is 
satisfied with the building and has reached an agreenint with the 
lessor as to the terns of the lease. It only renains, therefore, 
to consider the final steps that should be taken before he enters 
into actual occupancy. 

His first novo is to retain an attorney to fom a n operating^ 
, corp oration. While a corporation is not essential, it' has" a nunber 
of a3 vantages which justify nany tines the conparatively snail outlay 
required to fom it. 

The first advantage is the linitation of Mr. Doe' s financial 
responsibility. In case the new venture should not be a success, 
all that can be clained by creditors in satisfaction of their claias 
are the assets of the corporation — ^that is, tho tangible property 
actually owned by it, and the intangible property, including the 
lease. Mr. Doe's personal belongings and property will be protected. 
For this reason it is inportant to nake clear in arranging the lease 
with the lessor that the tenant is to be a corporation and not Mr. 
Doe personally. Otherwise, after the terns of the lease have been 
agreed upon, the substitution of tho corporation in place of Mr. Doe 
as the tenant naned in tho lease nay prove a difficult stunbling block. 

A second advantage of incorporation is that of continuity of 
nanagenent. It is likely that tho lease will call for occupation over 
a reasonably long tern of years. In the event of Mr. Doe's being 
prevented by death or disability fron continuing the active nanage- 
nent of the hotel, the officers of the corporation will bo in a bettor 
position to continue tho hotel' s nanagoncnt uninterruptedly than if 
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Mr- Doe's heris were unexpectedly called upon to step in and take 
over a business which they know nothing about. 

A third advantage is in connection T^ith the financing of the 
new hotel, the details of which will be discussed presently. Bus- 
iness men are much more ready to advance money to an individual for 
stock in a corporation i^hich he is promoting and which he expects, 
to manage, then they are to loan it to him personally, although 
his duties and responsibilities vill be the same in each case. There 
is a sound reason for this tendency. The management of a corporation 
has been hedged about by legal restrictions which make the mis- 
appropriation of funds by its officers much more diff idLt than is 
the case with businesses operated by individuals. 



l!7here to Incorporate the Company 

The first question which Mr- Doe will be asked by his attorney 
will be in what state he wishes to incorporate. The corporation 
laws of nearly all the states differ in various particulars. Some 
are stricter than others. Some are better for one type of corporation 
than for another. Other things being equal, it is best to incorpor- 
ate in the state where the business is to be carried on, but'th© 
attorney's advice should be followed if, by reason of particular 
peculiarities or burdens of the local state law, or advantages of 
that of some other state, he recommends otherwise. 

The next question will be as to the amount for which the cor- 
poration is to be capitalized. Unless ¥r . Doe is in an unusually 
f orttmate position, it will be necessary for him to raise funds as 
working capital to carry on the new venture. It may well be, and, 
in fact, it will perhaps be expected, that the hotel will not pay 
for several years. This means that siofficient capital must be raised 
to paj' expenses and to offset losses during that time. If the hotel 
is to be furnished by the operator, additional capital for this pur- 
pose Trill also be required. 

Fiirtherm.ore, even if Mr. Doe has sufficient funds to finance 
the hotel himself, it is not advisable for him to do so. IJvery stock- 
holder in a corporation, particularly a local one, is an advertising 
asset, and the more stockholders that Mr. Doe has listed on the books 
of his corporation, the more "feeders" of business he will have. The 
importance of the good will of his fellow townsmen has been discussed 
in a Torevicus article. On this good will depends, to a great extent, 
the success of the new hotel. It will be wise, then, unless legal 
conditions prevent, to plan on selling the stock in the operating 
company in small lots to as many persons as possible. 

As to the method of marketing the stock, the advice of local 
business organizations and prominent business men should be sou^t, 
and this can be insured by inviting them to act as directors. An 
effort should be made to include on this board five or seven men who 
are representative of the various businesses and other interests^ in 
the town and whose business acumen has been thoroughly tested by ex- 
perience. 
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Dcteroining the Anount of Operating Capital 

In deterriining hov/ nuch the conpany should be capitalized at, 
Mr. ^ Doe should estiaato the anount of cash he will need for working 
capital and for the purchase of the cquipaent and other incidentals 
necessary to start operating the hotel. He can either capitalize his 
conpany at thr.t sun or for an amount in excess of it — in the expecta- 
tion of further financing— leaving the balance unissued. In the 
latter event he will have to pay a tax on the total anount authorized 
as capital, including the part unissued. If, on the other hand, he 
capitalize s the corporation only for the anount actually needed, he 
will have to pay a fee to the state for the increase in capital stock 
if he decides to obtain new financing. 

If the plan is to leave unissued stock in the treasury, one 
serious danger should be avoided. It is very easy to pay for current 
supplies, such as furniture and the like, with stock, but while this 
seens at the tine an easy nethod of payncnt, the stock is usually 
accepted at a discount and this neans that when the tine cones for 
paying dividends, the operator's share will probably be decreased 
so thr.t it will prove nuch no re expensive than if the supplies had 
been paid for in cash. 



Setting a Price for the Coronon Stock 

The forn which the stock will take is also dependent upon local 
custon. A nunbor of states now porrit what io known as "no par value" 
stock. This neans that the face of the stock certificate nakes no re- 
presentation to the public as to its value. It rjoy be worth $1 or $100, 
and just That its value is "can be ascertained only fron the corpora- 
tion' s financial statenent. On the other hand, a .stock having, for 
exanple, a par value of i^lOO, represents to the public that it is 
actually worth that, and the state la-.vs are accordingly nore strict in 
requiring that before such stock can bo issued it n ust be paid for in 
nonoy or property substantially worth that anount. 

For two hundred roon hotel it "lay be said that usually an oper- 
ating capital of S 55, 000 should be sufficient to carry it through the 
crucial two-year period that now hotels r.iust undergo. This does not 
include the cost of equipping the hotel or of any outlay which nay be 
nado incidental to its occupa.tion, but the capital to be used solely in 
operating it. Assuning that the corporation is to be capitalized only 
at the arx>unt which Mr. Doe estiroatcs he will need as operating capital, 
and for the itens incidental to opening, the corporation will be author- 
ized to issue preferred stock for that anount. This preferred stock will 
have a par value of $100. It will pay 7% dividends that will be cunu- 
lative, which neans that if in any year the full 7% is not paid, the 
deficiency -lUst be nade up in ensuing years before any dividends can 
be paid on the corinon stock. It will, of course, be non-assessable, 
which :-ieans that the holders cannot be required to -pay any further 
noncy for it. Further;-ioro, it will carry no voting power. It nay 
also be provided that the preferred stock can be redeened at a snail 
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a:iount in excess of its par value, $105 or $1X0, which would pernit 
the corporation, should its earnings* warrant, to reduce the anount of 
preferred stock on which it is required to pay dividends by pruchasing 
sone of the outstanding shares fron their holders. 

In addition to this preferred stock, there will be authorized, 
if the state law pemits, a nunbor of shares of no par value connon 
stock — slightly nore than double the nuriber of preferred shares as a 
rule. If the local state law does not pernit the issuance of stock 
of no par value, it could probably be arranged to issue connon with 
a low par value or to incorporate in another state. The fact that the 
corporation is organized under the laws of another state would not, 
of course, affect its right to operate, after complying with the local 
legal requireaonts, in the state where the hotel is situated. 



Soiling the Connon and Preferred Together 

In raising the capital for the corporation, the board of directors 
would offer one share of preferred stock for |100 cash actually paid 
in, and, if the state law pernits, they would give with it, as a bonus 
one share of comion stock. The desirability of this plan lies in the 
fact that in order to induce investors to put non^ in a new venture, 
they nust be given an opportunity to share in its profits, beyond a 
fair interest return on their noney. The preferred stock will pay 
7% dividends and no nore, regardless of the success of the company. 
Since any profits in excess of 7% are divided anong the connon stock- 
holders, a purchaser of one share of preferred stock is assured of 
paynent of 7% dividends, if earned, and also, through his share of 
connon stock, of a proportion of any profits which the corporation nay 
earn in excess of that anount. 

After the issuance of a share of comion with a share of preferred 
there will still renain unissued slightly nore tlian half the connon 
shares. These will be issued to Mr. Doe. Thus, as the connon stock 
alone has voting power, he will be assured of uninterrupted control of 
the corporation by his ownership of a najority of the voting stock. 

As to the actual machinery through which the stock is offered to 
the public, no set plan nay be outlined. Probably the board of 
directors, being composed of prominent local business nen, will be 
willing to offer it for subscription over their names. If this plan 
is not feasible it is frequently possible to employ nen or organiza- 
tions whose business it is to dispose of stock issues of this kind. 
A third nethod is to hr.ve the entire issue of stock underwritten by a 
local bond house. In that case, all the stock will be purchased by 
the dealer at a substantial discount fron its face value. He then 
assumes the risk of narketing it. 

Another important iten in connection with the financing is that of 
arranging for credit. The most vital problem is the credit relation 
with supply houses, since, obviously, it is not desirable to pay cash 
for supplies in that this would necessitate advancing the money for them 
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before thqy are paid for by the patrons. On terns of credit, if the 
hotel does a reasonable volune of business, supplies nay be paid for 
out of current incone v/ithout encroaching on the working capital. 
This credit relation is best established by personal contact with 
the credit nanagers of the supply houses with when Mr. Doe expects 
to do business. They will usually require a conplete statenent of 
his proposed nethod of operation, including details as to the officers 
and directors of his corporation. 

A" line of credit should also be arranged with a bank or, better 
still, with two banlcs. The first step toward this end would be to 
open substantial deposit accounts out of the working capital raised 
by the stock sale. The entire proceeds fron the sale should not, 
however, be deposited. The balance over the deposit accounts should 
be invested in first class marketable bonds which nay be used as 
collateral for loans when needed. A line of credit with banks is 
inportant particularly in the case of an energency, when considerable 
suns nay be needed on short notice. 

In connection with the execution of the lease, it will probably 
be necessary for the tenant to furnish a bond. The sinplest nethod 
of doing this is through a recognized surety conpany, nany of which 
are organized for this very purpose. The tenant will have no diffi- 
culty in obtaining such a bond as soon as he has satisfied the conpany 
of his financial position and his responsibility. 



Insurr.nce Precautions the Tenant Should Take 

Most state laws now require that every enployer take out what 
is known as "Workncn' s Oonpensation Insurance." Under this type of 
insurance the enployer pays a proniun which is the equivalent of a 
certain percentage of each enployee's wages. The tenant should 
inquire fron an attorney just what the requireaents of the local 
state laTT are as to this. The hotel's nanager should also take out 
"Public Liability Insurance." This covers all nccidents to persons other 
than eraplojreee Inflicted in 'the course of the. hotel's operation. 

Reference has been nade to an inventory to be attached to the 
lease in cases where the building is furnished by the lessor. For 
the protection of both parties it is well to have an appraisal nade 
at the tine of taking possession, regardless of who furnishes the 
building. This appraisal nay be nade either by a conpany or by an 
individual who is thoroughly farailiar with such properties, and who 
is engaged in the business of making then. The advantages of having 
an appraisal are listed in the accompany ing panel. 

The appraisal should include the quantities of brick-work, stone, 
lumber and all .other parts of the building constinction. It should 
also give the cost of replacing the building at present day prices in 
the locality whore the hotel is situated. It should include' a detailed 
inventory £ind valuation of the heating, lighting, telephone and venti- 
lation systems; elevators, kitchen and dining-room equipmentj bath 
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roons and plunbing; furniture, pictures, bedding, carpets, rugs, curtains 
office furniture and fittings— in fact, it should list and evaluate 
everything conprised in the hotel and its equipr.ient. Floor plans should 
be included, showing the location of roons, closets, bath roons, eleva- 
tors, fire escapes, and the like, together with cross sections showing 
the detailed construction of the building. 

As soon as the tenant has ordered whatever ne'.Y equipnent he needs 
in order to operate the hotel, he should, as was pointed out in the 
preceding article, present a list of these itens to the lessor in 
order to obtain his consent that they shall renain the forner' s 
property after their installation. It nust also be agreed that if the 
tenant plans to nake any changes in the property, consent to this 
effect should first be "obtained. 

After those arrmgenents have been nade, the lease nay be signed 
and Mr. Doe will be ready, after installing his staff of enployees 
and naking sure that all his equipnent is in running order, to 
announce the gala opening of this hotel. 



THE ADVANTAGES of an OPER/iTING CORPORATION OVER 
OTHER FORMS OF ORGANIZATION 

1. Linits liability to corporation's assets rather than to those of 
individuals for-:iing it. 

2. Insures continuity of nanagenent over long period regardless of 
disability of principals. 

5. Easier to sell stock as a corporation than as an individual. 
********** 



WHY IT PAYS TO H/iVE m APPRAISAL IvIADE 

1. It enables both parties to know the real worth of the building 
and its contents, fron a reproductive as well as a net cash 
value standpoint. 

2. It detemines insurable values accurately, enabling the intelligent 
placing of insurance without over or under insuring any portion. 

5. It assists in the collection of any fire loss promptly and infull. 

4, It is an authoritative statement of assets for establishing credit 
or securing a loan. 

5, It is a necessary foundation for the installation of a cost systen. 
6» It is of great inportanco in the event of a nerger, consolidation, 

or the adjustment of partnership affairs. 
7. It dcternines depreciation and appreciation of property for purposes 
of taxation. 



